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Arms Sales to Egypt
Yielded Huge Profits
For Obscure New Firm

A Shipping Company Set Up

Of CIA Is Being Probed

Pentagon Bends Some Rules

By Evwarp T. Pousp
And WALTER S. MuSsBERG

WASHINGTON~In the spring of 1979,
President Jimmy Carter and Egyptian Pres-
ldent Anwar Sadat were basking in the glow
of the historic peace treaty between Egypt
and Israel.

A few months later, away from the lime-
light, another American and another Egyp-

agreement. They were entrepreneurs with
government connections, and they were
looking 10 make money on the treaty —lots of
ft. Bgypt's willingness to make peace had
won for it a prorise of billions of dollars in
U.S. military ad to purchase jets, tanks,
missiles and other arms. And someone
would be hired to ship these weapons.

As 1t turned out, that somecne was the
Egyptian American Transport & Services
Corp.. or Eatsco, an unknown company set
up in August 1979 by the two men, Hussein.
K. Salem, a mysterious Egyptian business-
man, and Thomas G. Clines, an American
fresh out of the Central Intelligence
Apency.

By November, Egypt's defense ministry
and the U.S. Defense Department had both
approved paying Eatsco to be the agent for
the huge arms shipnients, despite nagging
worries at the Pentagon that the fledgling
coinpany was unqualified.

Payments Begin

In December, the U.S. Treasury, on Pen-
tagon orders, began a series of payments to
Batsco that, by last month, totaled §71.4 mil-
lion. The money came from generous U.S.
government loans to Egypt that needn’t be
repaid for decades, if at all. |

Now the new company's qulck success is
being questioned. For months, the Justice
department has been investigating Eatsco's
affalrs. A grand jury in Alexandra, Va., is
studying how the untried, hastily formed
concern won Pentagon approval and-
whether its Dbilling procedures were
proper. - .
Whatever the legal findings, the history
of Eatsco raises difficult questions about the
manner in which U.S. arms sales credits are
spent, how the Pentagon monitors that
spending and how defense officials deal with
foreign ailies anxlous for money and arms.
‘Defense officials questioned about " the
Eatsco matter concede that the Pentagon's
Defense Security Assistance Agency, the of-
fice responsible for amns sales, hasn't any
auditing force 1o check on the billiuns of dol-
lars in loans it doles oui to forelgn ar-
mies. .

The company’'s smooth sailing at the
Pentagon was possible only because defense
officials decided to swa'low their own doubts

,and to bend Pentagon rules, according to

officials there.” Mr. Salem had the blessings

of the Egyptian government, and the U.S.
was anxious to please President Sadat.

By Egyptian, Ex-Agent
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tian were fashioning g different kind of-

Thus, Egypt was allowed to hand over
some of its U.S. loan funds to Eatsco even
though Pentagon policy normally bars using
such funds to cover shipping. hnd Eatsco’s
approval came only a few mom}xs after the
Pentagon retuffed an eurier bid by Egypt
to have Mr. Salem handle the arms ship-
ments.

Late !ast year, the Pentagun says, “'the
Maritime Administration raised susplcions
that Eatsco may have overcharged" for cer-
tain portions of the arms shipments, even
though its fees overall were comlpetluve. A
subsequent review by Pentagon aides ldgnlr
fied several miliion dollars in charges listed
on selected Katsco invoices that couldn't be
explained by comparing them with bills
Eatsco received from shipping lines. Tt}e
Pentagon never determinued whether the dif-
ferences amounted to improprieties. But the
Federal Bureau of Investigation is poring
over Eatsco and Pentagon records to try to
{ind out. )
Prosecutors are also investigating Eat-
sco's ties, if any, to Edwin P. Wilson, a for-
mer CIA agent currently in jall awaiting
trial on charges of aiding termrls}s }n Libya
and conspiring to kill a Libyan dissident. In
January 1979, Mr. Wilscn urranqu a $500,-
000 loan for his friend, Mr. Clines. The
money was funneled through Bermuda and
some of it went to a company later lwed by
Mr. Clines to buy into Eatsco, according to a
source close to Mr. Clines.

The prosccutors ire studying, too, me
conduct of two top Pentagon officlals - Air
Force Maj. Gen. Richard V. Secord and
arms sales chief Erich F. von Marbod, now
retivcd—who helped oversee the Egyptian
sales. Mr. Wilson and Mr. Clines knew both
officials. Gen. Secord was involved in a 1978
real-estate transaction with Mr. Clines and
Mr. Wilson and was given the use of Mr.
Wilsun's plane in 1978 and 1979,

Ties to Ex-CIA Men - .

Investigators want to know if the defense
officials’ government actions relating to
Egypl or other matters were influenced by

lar tnterest is a London dinner attended by
Mr. von Marbod, Gen. Secord and Mr. wil-
son in January 1979—around the time that
Mr. Wilson arranged the loan for Mr.
Clines. )
The grand jury Is trylng to determine if
federal fraud, conspiracy or other laws were
broken in the Eatsco matter. But no such
charges have been leveled and Eatsco con-

tinues to handle the arms shipments, which
the Pentagon says have gone generally well.
However, the Pentagon says, it stopped pay-
ing Eatsco for a time early this year and
Please Turn to Page 18, Columnn 1
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ne longer nukes multimillion-dollar ad-
Vice payments 1o the company.

GGen. Secord, who advises Defense Secre-

4 aspar Welnberger on Middle East

arms-sules policy, was suspended for three
munths this year after the Pentagon learned
of his ties to Mr. Wilson, according to a Pen-
tugon official. He was reinstated after he
agreed 1o a lie-detector test of his assertions
of innocence. (The test was never given.)
Mr. von Marbod, 53, retired lust December,
citing health reasons.

Lawyers for all the men and companies
under study insist their clients are tnnocent
of any wrongdoing, and some charge that
close associates of Mr. Wilson are feeding
the prosecutors false information that might
help dig him out of his deep legal hole. They
also contend that some of Eatsco’s competi-
tors are spreading innucndoes. (The chief
prosecutor, Theodore 8. Greenberg, won't
conunent on the case.)

The case is su sensitive, because of the
potential for damage to U.S.-Egyptian rela-
tions, that it is being persunally overseen by
high Justice Department officials, one of
whom traveled to Egypt recently. The U.S.
has taken pains to avoid angering or embar-
russing Cuiro and to seek its cooperation.

Many questions remain unanswered; the
Justice Department may be unable to an-
swer them all either. For instance, defense
afficials still can’t say why Mr. Salem was
picked by Egypt to ship the arms, and Jus-
tice Department sources hasten to say that
proseentors haven't any evidence that Egyp-
tian officlls were improperly influenced by

plian government won't com-

A spokesman for Eatsco and Mr. Salent
says the company performed both compe-
tently and legally. Eatsco, he says, actually
saved money and the Egyptian government
“is satisfied with Eatsco's performance and
charges. including all profits, which are be-
low the limits permitted by its contract”
with Egypt. Pentagon officlals confirni that
Kalsco's charges averaged less than the
5% of value shipped allowed in its con-
tract. The Pentagon says Eatsco rates are
competitive with other private firms and
well below the cost of military transport.

1L is known that prosecutors are intensely
interested in the personal relations between
Mr. Clines and Mr. Wilson and the Pentagon
officials, Mr. von Marbod and Gen. Secord.
Mr. Clines and Gen. Secord Lave been close
friends since both served in covert opera-
tions in Southest Asia in 1967, and Mr, Clines
introduced the general to Mr. Wilson in 1971,
Both former CIA men also knew Mr. von
Marbud, though apparently less well,

In January 1979, around the time Mr.
Wilson was arranging the loan to Mr. Clines
of $500,000, Mr. Wilson met over dinner and
drinks In a London restaurant with Gen,
cord and Mr. von Marbod, who were there
on official business. The meeting among the
three men is confirmed by several sources,
including two close to Gen. Secord.

Link to Libya

It isn't_known what transpired at the
eting, which touk place mere than a year
was publicly reported that Mr. Wil-
s under federal investigation for his
activities in behalf of anti-American Libya.
Sources close to Gen. Secord say that the
general and Mr. von Marbod have told asso-
ciates that the occasion was purely social.
Investigators are also studying transac-
tions between Gen. Secord and Mr. Clines
and Mr. Wilson.

While seiving as & U.S. military adviser
w Iran in 1977, Gen. Secord bought a subur-
ban Washington town house from Mr. Clines
for §! . The investment became a “big
drag” on the general's finunces because a
tenant couldn’t be found for it, according to
a source close to Gen. Secord. So, in Sep-
tember 1978, shortly after Gen. Secord re-
wried home, Mr. Clines arranged for Mr.
Witson 1o take the house off lis hands for
$69,000, according to several sources and
and records.

The general's lawyer, Thomas Green,
says the house deals were innocent and that
his client didn't profit from them.

Around the same time in 1978, officials in
the Pentagon and clsewhere say, Mr. Wilsou
Iaight o prvate plane, a $100,000 twin-en-
gine Beceheraft, for business use. He en-
conraged Gen. Secord, who had advised him
un the type of plane to buy, to pilot the
Washington-bused aircraft as often us possi-
ble, the officials say.

From the fall of 1978 until mid-1979, the
generul piloted the plane on personal flights
11 tinies, paying for fuel but not for the use
of the aircraft. Gen. Secord’s lawyer says
the flights shouldn’t be seen as a free benefit
fur his client. Instead, he says, the general
wits duing Mr. Wilson a favor by giving the
uircraft the use needed to keep it in good
flying condition.

Denials of Wrongdoing

The attorney says Gen. Secord did noth-
ing wrong, hadn't any direct role in approv-
ing Eatsco, and did nothing In his official ca-
pacity to aid Mr. Wilson and Mr, Clines. He
adds that, at the time of the house deals, the
aircralt use and the London dinner, Gen. Se-
cord didn't know Mr. Wilson worked for
Libya's government or that he was under in-
ion.
Mr. von Marbod's lawyer, Robert 8. Ben-
ays the former arms sales chilef never
ctigaged in “*any improper, unethicel, of ille-
gal couduct,” or violated his dutie:

Joln Ellsworth Stein, Mr. Clines's law-
yer, says Mr. Clines “vigorously denies the
allegations that Eatsco engaged in any un-
lawfu) or improper business practices™ and
is “confident™ he won't be charged with any
crimes. He says Mr. Clines denles Mr. Wil-
son held any interest in Eatsco.

Mr. Wilson's  lawyer, Herald Price
Fahtinger, declines comment.

Under pressure from both the Justice and
Sute Departinents, the Pentagon has re-
fused to let The Wall Street Journal see the
more than 20,000 documents it holds relating
to Fatsco, and it has stopped answering
even routine press questions on the sub-

Jeet.

But enough facts have emerged to show
that E: s story is an intriguing tale of
business and international politics with a

cast of colorful characters—sples and gener-
als, wheeler-dealers, feuding and bungling
bureaucrats.

From the start, the concept of a middle-
man coinpany such as Eatsco, which serves
as lugistics manager for the Egyptian arms
shipients, was a strange animal to those in

the Pentagon who deal with arws sales. De-
fense officials explain that Egypt's approach
to the shipments was different from that of
other big customers, such as Israel, which
haven't any conunercial concern like Eatsco
between their governments and the US,
freight forwarders they use. These countries
deal with the freight forwarders through
large government arms-buying misslons
here. (A freight forwarder books cargo
space and generally makes shipping ar-
rangements.)

Eatsco’s tale begins with Hussein Salem,
an obscure Egyptian businessman described
as a short, stocky man i his 40s. People In
this country who have dealt with him scem
to agree that he Is ambitious, very secretive
and careful to curry favor with those in
power.

Mr. Salem uperates out of Cairv, London,
Geneva and Washington, and has been
variously described as a former Intelligence
officer, a former Cairo bureaucrat, or & Per-
sian Gulf shipper. But Pentagon officials s
they knew nothing about him when he
showed up in 1979 with a letter from Egypt's
government granting him the right to handle
the Egyptian arms shipments,

Many in the U.S. government believe he
is clusely connected with Egyptian Forelgn
Minister Kamal Hassan Al and Defense
Minister Mohammed Abu Ghazala, both for-
mer generals. But a senfor American diplo-
mat, who served in Egypt in the late 1970s,
insists, I never heard of Salem while T was
in Egypt, cither as a government figure or a
shipping magnate.” (Mr, Salem has bcen
out of the U.S. for months and isn't talk-
i

Penchant for Secrecy

Mr. Salenr’s penchant for secrecy added
1o the mystery about him. One of his former
employees recalls Mr. Salem'’s taking copi-
ous notes at a business meeting on a long
yellow legal pad. When the meeting ended,
the employee says, Mr. Salem immediately
placed his notes In a paper shredder. “He
once told me,” the man says, “keep every-
thing to yourself! You necdn't tell anybody
anything.”

Whatever his background, it Is generally
agreed that Mr. Salem arrived in Washing:
ton in late summer or early fall of 1978,
around the time Egypt, Israel and the U.S.
agreed at Camp David to seck a Mideast
peace treaty. Already, some U.S. military

were beginning to trickle into

But Mr. Salem and others interested in
arms sales expected the trickle to turn to a
flood once Egypt and Isracl formally made
peace. His foreign-based company, Tersam,
set up shop in Washington's Virginia sub-
urbs. Mr. Salem’s ace In the hole was a let-
ter from the office of Gen. Ali-~then Egypt's
defense minister—appointing him to handle
the expected armis shipments, according to
a Pentagon official,

As predicted, the arms dam burst the fol-
lowing March, when the treaty was signed.
Since then, the U.S. las agreed to sell Egypt
about $4 billion worth of military gear-F16
Jets, MG0 tanks, missiles, radar units and

‘ many other ltemis—and has approved nearly

$3 billion In loans 1o finance the purchases.
‘ The arms trade is a shipper's dream.

Early Rejection

When Mr. Salem walked into the Penta-
gon offices of arms-sales official Erich von
Marbod that spring or early sumimer, how-
ever, he got a quick Jolt: Mr. von Marbod,
who had to pass en Egypt's use of the loan
funds, turned thurbs down on him. Alr
Force Col. Thomas Schoegler, the Egyptian
desk officer who worked for Mr. von Mar-
bod, attended the meeting. “He (Mr. von
Marbod) was concerned that Tersam wasn't
a company that could perform,” the colonel
recalls.

The Egyptian, says Col. Schoegler, “wus
a little taken aback™ by Mr. vun Marbod's
stand fn the face of Gen. Alf's letter of en-
dorsement.

Mr. von Marbud was well known for
making just such tough calls, Pentagon offi-
cials suy. Although at the time he was only
deputy director of the Pentagon's arms
sules agency, he had been picked by then-
Defense Sccretary Harold Brown 10 assure
the quick, smooth start for the vital U.S.
Egyptian arms relatlonship, which was @
high White House priorily. He was consid-
ered the man for the job because of his rep-
utation for decisiveness and for finding ways
around Pentagon red tape.

Throughout his carecr, Mr. von Marbod
had drawn a successton of tricky arms sales
asslgminents in the Middle East, Southeust
Asia and Iran. He is suld to have walked the
streels of Tehran eariier in 1979 with a des
ringer strapped to his leg. Mr. von Marbod's
specific problem that summer was to meet
President Sadat's demand that the first
batch of highly visible U.S. weapons—in-
cluding Phantom jets and armored vehi-
cles—reach Cairo in time for the annual mil-
itary parade on Oct. 6, a tight time schedule
by Pentagon standards.

After learning that the Maritime Admin-
istration knew nothlng of Tersam's track re
ord, Mr. von Marbod concluded that the
shipments couldn't be risked with Mr. Sa-
lem, Col. Schoegler says, and decided to
send them on U.S. inilitary ships and
planes.

Need for a U.S. Firm

According to the colonel, Mr. von Marbod
“told him (Mr. Salem) that we weren't go-
ing to use them for the interim periud. . . .
von Marbod didn't specify to him when™ the
shipping *'was going to be switched over (to
Tersam), or if it was ever to be switched
over.” In addition, the colonel says, Mr. Sa-
lem~who knew little about Pentagon rules—
was told that regulations required shippers
to be US.based firms, using U.S. ships,
able to comply with Pentagon billing prac-
tices.

The arms sales official had an ally in his
stand: Gen. Richard Secord, a close col-
league who at the time was the Afr Force's
top internatlonal relatlons officlal. The gen-
eral knew that, under U.S. policy, the Phan-
toms themselves would be flown by the Air
Force to Egypt. But he was fearful, Penta-
gon sources say, that if the supplies und
ather gear needed to support the jels were
shipped privately, they might be Iate or lost
and the planned fly-by at the parade could
prove impossible.

The hard-nosed general, like Mr. von
Marbod, had had years of experience in
dewling with foreign arms saies. Both men
served In Southeast Asia and Iran; L
worked closely with U.S iutalligence agen-
cles and had many contacts in the intelli

gence cominunity and overseas. Gen. Secord
had personally signed the agreement to sell
Egypt the Phantom jets that were the heart
of the 1979 arms package.

Egyptian officlals complained about the
von Marbod decision, but Col. Schoegler
says “he just cut them off, ... He had a
hammer over them.”

Thus, Mr. Salem lost the first big U.S.
arms shipment to Egypt, but it wouldn't be
long before he got approval. He was already
moving to form a U.S. company to comply
with the Pentagon’s wishes, and he was also
sceking an American partner. He joined up
with Thomas Clines, the former CIA official,
after another American businessman de-
clined Mr. Salem's partnership offer.
Carcer in CIA

Mr. Clines served in the CIA for more
than 25 years, having joined the agency
when he was only 19 years old. He rose 10 a
senior position in clandestine operations and
also served as o liaison to the Pentagon,
people familiar with his career say, before
reliring In October 1978. He set up several
companies in 1978 and 1979 to conduct inter-
national trade in military materiel, ofl-field
equipment and other goods.

In early August 1979, Mr. Clines and Mr.
Salem forined Eatsco. Sources famillar with
the company say Mr. Salem put in $51,000
for his 51% contro! and that Mr. Clines used
a small company he founded—Systems Ser-
vices International Inc.~to acquire 49% of
Eatsco for $49,000.

Even today, it isn't clear how the two
men got together or whether they were pre-
viously acquainted. Mr. Clines has told oth-
ers that he pursued Mr. Salem and won him
over after the Egyptian expressed fear that
any big, cstablisied American partner
would swallow him up.

M. Clines, who, associates say, brugged
about his government connections, also of-
fered to provide the new company with the
services of R.G. Hobelmann & Co,, a Bulti-
more freight forwarder, with which he had
good cohnections.

A former Sulem employee, retired Air
Force Col. Joseph J. McLachlan, says Mr.
Salemn and Egyptian Gen. Ghazala told himn
the U.S. ordered Hobelmann's hirlng. " Your
government told us we had to take Hobel-
mann," Mr. McLachlan says he was told by
Gen. Ghazalu, a close friend.

Ay Role of Witz "~ =" " "7

Federal investigators are focusing cur-
rently on whethier Mr. Wison, the jailed for-
mer agent for the CIA and naval intelli-
gence, had any role in the Clines Saler ven-
ture. A longtime friend of Mr. Clines, Mr.
Wilson was an cxpert in using companies,
agents and secret bunk accounts to mask his
activitics. In 1930, a former employee of his
In Libya, arrested in conrection” with the
shooting ‘of a Libyan dissident tn Colorado,
was found to possess handwritten notes list-
ing the nasmes of Eatsco, Mr. Salem and top
Egyptlan officials,

People familiar with the financial rela-
tionskip between Mr. Cities and Mr. Wilson
say that in early 1979, on Mr. Wilsun's in-
structlons, his Geneva allorney arranged a
£500,000 Joan fer Mr. Ciines, The funds came

T[from “a company associated with Ed Wil-

son,™ according to a source cluse to him,
and were sent to a Clines company in Ber-
muda. And Mr, Clines, according to a source
close to him, made periodic fund transters
from the Bermuda firm to his ccmpantes,
including Systems Services International, to
cover operating expenses. Later In 1579, Mz,
Clines used SSI to buy Into Eatsco, the
source says.

Sometime later, the source adds, Mr.
Clines pald off the loan, with interest. Thers
fsn't any public evidence that Mr. Wilson
held an interest in, or in any way controlled,
Eatsco. Nonetheless, after the Wilson-Clines
ties became public in a newspaper story In
late 1981, Mr. Salem bought out Mr. Clines
for an undisclosed sum, partly to avoid any
ties with Egypt's Lityan cnemnies.

Embassy Pressure

Wiile Mr. Salem was transforming Ter-
swm into Eatsco, the Egyptian embassy was
continuing to press Mr. von Marbod on his
behalf. In letters and in meetings, Mr. Sa-
lem was backed by Gen. Ghazala, now the
defense minister and tlen the milltary atta-
che in Washington; and by a Ghazala alde,
Gen. Mounir Sabet, brother-in-law  of
Egypt's current president, Hosni Mulsarek,
according to Pentagon officials.

By November, Mr. Salem was back in
Mr. von Marbod's office, and this time he
was given the go-ahead.

The reasons for the defense official’s
turnaround aren’t certaln. But his former
aide, Col. Schoegler, offers the:
tions: First, Egyptian officials told Mr. ven
Marbod that Mr. Salem had set up an Amer-
icun company, Eatsco, and, second, a Mari-
time Administration official, $. Thoras Ro-
mco, Informed the defense official that Eat-
sco had retained an able freight forwarder,
Hobelmann, and could _thus perform the
shipping. +

Nevertheless, he says, Mr. von Marbod
only “reluctantly went ahcad.” He “was
never very comfortable™ with the compiny,
the colonel recalls. “He dide't feel that
atsco had to be. (He felt) that Hobelmann
could have handied it (alone).” Despite
these doubts, Mr. von Marbod ordered an
advance payment of $13.5 million to Eatsco,
followed by further advances of §7.5 miilion
periodically over the next two years, Eatsco
wasn't made to account for the advances un-
il after the funds wer: spent.

Thousands of Eatsco invoices, accompa-
nled by fat stacks of backup bills Eatsco
paid, were submiitted, but never audited,
Pentagon aides say. They were reviewed
only by low-level clerks, who merely
checked to see that Egypt liad okayed them,
that the arithmetic was okay, and that they
didu’t list payments for noadefense gouds.
Comparison of Charges

But the Maritime Administration also
was monitoring Eatsco. In Novernber last
year, the Pentagon says, the agency’s Mr.
Romeo came to Mr. von Marbod and said
he believed Eatsco's billing method was un-
acceptable and might contain  subsl
tal overchurges for particular scrvices.
Prompted by Mr. Romeo, and on Mr. von
Marbod's orders, the Pentagon began an in-
quiry, Col. Schoegler says. Pentagon aides
conpared certain of Eatsco's submissions
with actual shipping line bills for six sample
voyages und found that Eatsco's charges
were $5 million or so higher.

‘The comparison involved bills Eatsco had

paid to & Hobelmann subsidiary that isn't a
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